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Southwestern Bell Telephone Company (SWBT) files this

Reply to comments filed in response to the Federal Communication

Commission's (Commission) Notice of Proposed Rulemaking (NPRM) 1

regarding the accounting and ratemaking treatment for the Allowance

for Funds Used During Construction IAFUDC). Five commentors2

generally support the Commission's proposal to adopt the Revenue

Requirement Offset Method for both short-term and long-term

construction and provide for interest capitalization pursuant to

Generally Accepted Accounting Principles (GAAP). The other

commentors suggest a variety of options such as retaining the

short-term/long-term dichotomy,3 adoptinq the Revenue Requirement

Offset Method for long- term construction only, 4 adopting a form of

the Capitalization Method that would use the prime rate for all

1 Accounting and Ratemaking Treatment for the Allowance for
Funds Used During Construction, CC Docket No. 93-50, Notice of
Proposed Rulemaking (released March 22, 1993).

2 Ameritech Comments, p. 11 NYNEX Comments I pp. 2-3 1 National
Exchange Carrier Association Comments (NECA), pp. 1-2, National
Telephone Cooperative Association (NTC1~), p. 2, SWBT Comments, pp.
1-3.

3 SNET, p. 2; PSC of Wisconsin, p. 4.

4 Bell Atlantic pp. 2-3.
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construction,S and maintaining the current Rate Base Method.
6

As

noted herein, and for the reasons stated in SWBT's Comments in this

Docket, such suggestions should be rejected.

I. The Short-Term/Long-Term Dichotomy Should be Eliminated.

As indicated in SWBT's Comments, by eliminating the

short-term/long-term dichotomy for plant under construction, the

regulated Local Exchange Carrier's (LEC's) financial information

will be prepared using the same accounting techniques? as other

entities. This enhances the comparability of such information by

potential investors in an era of emerging competition and rapid

technological advances. Thus, regulated LEC' s should have the same

ability as other entities to account for AFUDC consistent with

GAAP.

SWBT supports Ameritech's and NYNEX's position that

interest capitalized should apply to all construction (short and

long-term) in order to reflect the true total cost of a company's

investment in an asset. 8 Theoretically, the interest capitalized

should represent interest cost incurred by the construction project

which could have been avoided had construction project expenditures

not been incurred. Since a company incurs interest cost for the

borrowings related to both short and long-term construction, it is

S MCI, pp. 3-6.

6 BellSouth, pp. 3-4; SNET, p. 3.

?
See, FASB No. 34 as it relates to interest capitalization in

accordance with GAAP.

8 Ameritech, pp. 1-2; NYNEX, pp. 2-3.
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therefore appropriate to capitalize the valid short and long-term

interest costs. still further, this makes the regulated entity's

financial statements more comparable to nonregulated entities.

II. The Revenue Requirement Offset Method Should Be Adopted For
All Plant Under Construction.

SWBT concurs with NYNEX that the Commission's proposed

Revenue Requirement Offset Method provides an appropriate balance

between cost recovery and ratepayer interests. 9 The Revenue

Requirement Offset Method permits the regulated entity to earn a

fair rate of return on its investment by including all plant under

construction in the rate base. Concurrently, the regulated cost of

service is offset by the amount of interest capitalized which is in

the ratepayers' interest.

Bell Atlantic suggests that interest capitalization and

the Revenue Requirement Offset Method should apply only to long­

term construction.'O Bell Atlantic argues that including short-

term construction in the application of interest capitalization and

the Revenue Requirement Offset Method increases the riskiness of

investing in such projects and thus discourages such activity."

However, if application to both short and long-term construction

represents the true cost of such investment projects, then the

total risk could and should be assessed in evaluating whether or

not to consider such a project. Furthermore, many of the state

commissions already mandate that for the intrastate jurisdiction,

9 NYNEX, p. 3.

'0 Bell Atlantic Comments, p. 1.

" Bell Atlantic Comments, pp. 2-3.
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AFUDC be capitalized for short-term construction. Therefore, the

alleged risk implied by Bell Atlantic's argument only pertains to

the interstate jurisdiction in SWBT's case. Consequently, SWBT

does not view the potential magnitude or exposure of risk to be

significant.

III. The Cost of Debt Should be Used to Capitalize AFUDC.

The cost of debt is preferable for capitalizing AFUDC

because it represents the true cost of providing capital to

construct the plant. Mcr argues that the prime rate provides

"adequate" compensation to investors and thus, contends that the

prime rate should be used. 12 The fallacy of Mcr' s argument is that

the prime rate is not "adequate" if the regulated entity's cost of

debt is higher.

cost of debt

The investor should be compensated for the true

incurred as a result of borrowing funds for

construction projects.

12
MCI Comments, p. 2.
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IV. CONCLUSION

In light of the foregoing, and for the reasons set forth

in SWBT's initial Comments in this proceeding, SWBT respectively

requests that the Commission adopt the NPRM as proposed.

Respectfully submitted,

SOUTHWESTERN BELL TELEPHONE COMPANY

By 6~£&aub·
James E. Taylor
Richard C. Hartgrove
Bruce E. Beard

Attorneys for
Southwestern Bell Telephone Company

One Bell Center, Room 3520
st. Louis, Missouri 63101
(314) 235-2507

May 28, 1993
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